d. APPROVAL OF THE RATE INCREASES IN THE AGGREGATE RATHER
THAN SERIATIM (POLICY-BY-POLICY) COULD RESULT IN SOME
POLICYHOLDERS BEING REQUIRED TO PAY A HIGHER PREMIUM RATE
THANREQUESTED BY THE REHABILITATOR AND HIGHER RATES THAN
THEY WOULD PAY UNDER THE PLAN.

e. ALSO, APPROVAL OF THE RATE INCREASES IN THE AGGREGATE
RATHER THAN SERIATIM COULD RESULT IN SOME
POLICYHOLDERS PAYING A LOWER PREMIUM RATE THAN REQUESTED
BY THE REHABILITATOR AND RECEIVING BENEFIT DOWNGRADES
UNDER THE DEFAULT OPTION (OPTION A).

f. PRELIMINARY MODELING BY THE REHABILITATOR SUGGESTS THAT,
IF A STATE WERE TO MAKE A RATE DETERMINATION FOR ALL OF THE
LTC POLICIES ISSUED IN THAT STATE (INCLUDING THOSE WITH
PREMIUM AT OR ABOVE IF KNEW PREMIUM AS TO WHICH THE
REHABILITATOR DID NOT SEEK A RATE INCREASE) AS A GROUP, AS
MANY AS 65% OF POLICYHOLDERS WILL PAY HIGHER PREMIUM RATES
THAN THEY WOULD IF THE RATES WERE DETERMINED SERIATIM.

g IN ADDITION, RATE APPROVAL IN THE AGGREGATE OR BY GROUP,
RATHER THAN SERIATIM, MAY RESULT IN A MATERIAL INCREASE IN
THE SUBSIDIZATION OF SOME POLICYHOLDERS BY OTHERS.

h. OPT-OUT POLICYHOLDERS MAY BE ADVISED BY THE REHABILITATOR
THAT THE RESULTING PREMIUM RATES ARE THE RESULT OF
DECISIONS MADE BY THE OPT-OUT STATE.

4. TREATMENT OF OPT-OUT POLICIES IN PHASE ONE - PREMIUM PAYING
POLICIES

a, Holders of Opt-out Policies with Current Premium below the If Knew Premium, will
be able to choose from among several options described below. These options are
designed to preserve as much choice as reasonably possible while giving effect to the
Opt-out State’s rate decision and avoiding or minimizing subsidies by other
policyholders. Holders of Opt-out Policies with Current Premiums equal to or
greater than If Knew Premium will be unaffected and will retain their current policies
without modification unless the Opt-out State mandated a change in their premium
rates. That could occur if such policies were part of a group for which the Opt-out
State mandated a premium rate increase for the entire group.

b. In Phase One of the Plan, the choices for holders of Opt-out Policies with Current
Premium below the If Knew Premium, and which are not subject to a premium
waiver (i.e., those paying premiums), will be:
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OPTION A:

Pay the required premium (including approved premium rate increases) and keep the
current policy. However, every opt-out policy with premiums below the If Knew
level (after implementing the rate increase approved by the Opt-out State) will be
downgraded to the benefit level supported (on an If Knew Premium basis) by the
premium approved by the Opt-out State. The downgrade will be calculated using a
method substantially similar to the Plan downgrade mechanism (see Section IIL.A.1.c,
page 43). The Downgrade Process for Option A has fewer steps than the Plan
downgrade mechanism for Opt-in policies in that Benefit Reductions Eight
(extension of elimination period) and Ten (removal of waiver of premium) do not
apply to Opt-out policyholders. The downgrade will be adjusted so that the resulting
Maximum Policy Value (MPV) is no lower than the lesser of the policy’s current
MPV or the applicable guaranty association limits (the “MPV floor”). This will be
accomplished by implementing the downgrade and extending the policy’s Maximum
Benefit Period (MBP) as necessary so that the resulting MPV satisfies that
requirement. In the event that the MPV floor applies, Benefit Reductions Eight
(extension of elimination period) and Ten (removal of waiver of premium) do not
apply to Opt-out policyholders. Option A will be the default option for Opt-out
Policies with Current Premium below If Knew Premium.

NOTE THAT, BECAUSE THIS IS THE DEFAULT OPTION, THE BENEFITS
PROVIDED BY A POLICY FOR WHICH THE RATE APPROVED BY THE OPT-
OUT STATE IS BELOW THE IF KNEW PREMIUM RATE WILL
AUTOMATICALLY BE DOWNGRADED. POLICYHOLDERS CAN AVOID
SUCH DOWNGRADES BY SELECTING OPTION D AND PAYING IF KNEW
PREMIUMS.

Opt-out Policies as to which the premiums, taking into account the Opt-out State’s
decision on the Rehabilitator’s rate increase application, are at or above the If Knew
Premium will not be downgraded if they select Option A.

OPTION B:

In lieu of the approved rate increase, elect a specified benefit downgrade calibrated
to the Current Premium (omitting approved premium rate increases) on an If Knew
basis. The downgrade will be determined by a calculation substantially similar to
the Plan downgrade mechanism and policyholders will not be able to select specific
benefit changes. Unlike OPTION A, the downgrade in this case will not be “floored”
at the lesser of the current MPV or applicable guaranty association limit. This option
allows policyholders to avoid any rate increase.

OPTION C:
Select the Opt-out State-required reduced paid-up policy (“RPU”) or Non-forfeiture
Option (“NFO”). If the state does not require a particular RPU or NFO,
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policyholders will be offered the RPU or NFO currently specified in their policies.
Ifno RPU or NFO is specified in the policies, policyholders selecting this Option will
be provided an NFO used by SHIP before the Plan. In all of these cases, this will be
a paid-up policy of moderate benefits for which no premium need ever be paid again.
OPT-OUT POLICYHOLDERS WILL NOT BE ABLE TO SELECT THE
ENHANCED NFO OFFERED UNDER THE PLAN, WHICH GENERALLY
OFFERS A LONGER BENEFIT PERIOD.

OPTION D:

Keep the current policy benefits and accept a premium increase to the If Knew
Premium for the benefits provided by the policy even though such a rate increase has
not been approved by the Opt-out State. This is strictly an elective option that will
never apply by default and is intended to provide policyholders the ability to retain
the current benefits when they are able and willing to pay the required premium. In
other words, this option strives to avoid taking contractual benefits away from
policyholders who are willing to pay for them. THIS PROVISION IS INTENDED
TO REDUCE POTENTIAL DISADVANTAGES OF OPTING OUT.

3 TREATMENT OF OPT-OUT POLICIES IN PHASE ONE - POLICIES ON PREMIUM
WAIVER

a. Every Opt-out Policyholder on premium waiver will retain the waiver as long as
required by the policy, but if the Current (waived) Premium is below the If Knew
level and the policy’s current MPV is greater than the GA limit, the policy’s MBP
will be reduced to the longer of (1) what can be supported by the Current Premium
(had it not been waived) on an If Knew basis, and (2) the MBP required to make the
MPV no less than the GA limit. If the current MPV is lower than the GA limit, or
if the waived premium is at or above the If Knew level, the MBP will be left
unchanged. This is designed to provide substantially no less benefits than what would
happen in liquidation while minimizing involuntary subsidies by other policyholders.

b. Once the waiver expires, such policyholders with waived premium below the If
Knew level will be required to resume paying premium at the current rates and retain

the reduced MBP (if it has been reduced as explained above).

c. In Phase One, Opt-out policyholders on premium waiver will not be subject to rate
increases and will not be able to choose any other option.

PHASE TWO
6. IMPLEMENTATION OF PHASE TWO FOR OPT-OUT POLICIES

a. In general, if and when Phase Two of the Plan is implemented for policies issued in
Opt-in States, it will also be implemented for Opt-out Policies. The implementation
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will be similar to that described for Phase One, above but based on Self-sustaining
Premiums rather than If Knew Premium. If the Rehabilitator adopts an alternative
premium structure for Phase Two it will apply to Opt-out Policies as well. See
Section IL.E.6, page 28.

In Phase Two, the Rehabilitator will file in the Opt-out State a new premium rate
increase request for the Opt-out Policies the Current Premiums of which are below
Self-sustaining Premiums and which are not on premium waiver. As in Phase One,
the Phase Two rate increase application will be filed on a seriatim basis. The Opt-out
State’s decision as to the requested rate increases will govern the choices available
to the holders of Opt-out Policies in Phase Two.

Because the Opt-out State has already been deemed to have opted out in Phase One,
timely approval of the Phase Two requested rate increases in full for all Opt-out
Policies will NOT result in the state being treated as if it had not opted out of the
Plan. All of the policies issued in that state have been deemed Opt-out Policies in
Phase One and remain so in Phase Two.

If the Opt-out State responds to the Phase Two rate increase application in the
aggregate or by group rather than seriatim (policy-by-policy), the Rehabilitator will
apply the resulting increases on a policy-by-policy basis. AS IN PHASE ONE, THIS
COULD RESULT IN SOME POLICYHOLDERS BEING REQUIRED TO PAY A
HIGHER PREMIUM RATE THAN REQUESTED BY THE REHABILITATOR
AND HIGHER RATES THAN THEY WOULD PAY UNDER THE PLAN. That
would occur if the state’s approval exceeded the requested rate increase for one or
more policies.

OPT-OUT POLICYHOLDERS MAY BE ADVISED BY THE REHABILITATOR
THAT THE RESULTING PREMIUM RATES ARE THE RESULT OF
DECISIONS MADE BY THE OPT-OUT STATE.

Holders of Opt-out Policies with Current Premiums equal to or greater than Self-
sustaining Premiums will be unaffected and will retain their current policies without
modification unless the Opt-out State mandated a change in their premium rates.
That could occur if such policies were part of a group for which the Opt-out State
mandated a premium rate increase for the entire group. The holders of the Opt-out
Policies with Current Premium below Self-sustaining Premiums would not be able
to elect from among the Plan options and would instead have the choices described
above but based on Self-sustaining Premiums, determined according to how the Opt-
out State responds to the Rehabilitator’s premium rate increase request.

For purposes of calculating the Self-sustaining Premiums of Opt-out Policies in
Phase Two, the Rehabilitator will use a separate pool of assets from those used in the
calculation of Self-sustaining Premiums for policies in Opt-in States. Assets will be
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allocated between the two pools in proportion to accumulated premium paid by the
then current policyholders of each group of states.

7. TREATMENT OF OPT-OUT POLICIES IN PHASE TWO - PREMIUM PAYING
POLICIES

a. If and when Phase Two is implemented for policyholders participating in the Plan,
the process described above (with the same options) will be repeated for premium-
paying Opt-out Policies using Self-sustaining Premiums instead of If Knew Premium.
However, policies that would be fully covered by the applicable guaranty association
if SHIP were placed in liquidation, are Self-sustaining, or have elected the NFO or
RPU would not be affected in this second phase.

b. NOTE THAT THERE CAN BE A MATERIAL DIFFERENCE IN PHASE TWO
PREMIUMS BETWEEN POLICIES THAT ARE FULLY COVERED AND THOSE
THAT ARE NOT, EVEN IF THEY ARE OTHERWISE SIMILAR AND THEIR
MPV DIFFERS BY A SMALL AMOUNT.

8. TREATMENT OF OPT-OUT POLICIES IN PHASE TWO - POLICIES ON PREMIUM
WAIVER

a. Much as in Phase One, every Opt-out Policyholder on premium waiver will retain the
waiver in Phase Two as long as required by the policy. If the waived premium is
below the Self-sustaining Premium level and the policy’s current MPV is greater than
the GA limit, the policy’s MBP will be reduced to the longer of (1) what can be
supported by the Current Premium (had it not been waived) on a Self-sustaining
Premium basis, and (2) the MBP required to make the MPV no less than the GA
limit. If the current MPV is lower than the GA limit, or if the waived premium is at
or above the Self-sustaining Premium level, the MBP will be left unchanged.

b. Once the waiver expires, such policyholders with waived premium below the Self-
sustaining Premium level will be required to resume paying premium at the current
rates and retain the reduced MBP (if it has been reduced as explained above).

c. As in Phase One, Opt-out Policyholders on premium waiver will not be subject to
rate increases in Phase Two and will not be able to choose any other option.

9. Other provisions of the Plan not affected by these provisions would remain as applicable to
the Opt-out Policies as to other policies. Additional details of the opt-out provisions will be
specified depending on further discussions with other regulators and the Orders of the Court.

10.  This approach is designed to defer to the issue-state for rate approval by making its decision
the default option. It would reduce or eliminate the requirement that other policyholders
subsidize the Opt-out Policies prospectively and provides Opt-out Policyholders benefits at
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least equal to, and in many cases exceeding, what they would receive in liquidation. It would
offer policyholders benefit downgrade options in lieu of the approved rate increases as well
as areduced paid-up policy option. In addition, to reduce the disadvantage of being excluded
from the Plan, these policyholders would also be offered the option of retaining the current
coverage if they are able and inclined to pay the required premium.

COMPARISON OF OPTIONS FOR OPT-IN AND OPT-OUT POLICYHOLDERS IN
PHASE ONE

11.  The options available to Opt-out policyholders differ in some respects from those available
to Opt-in policyholders.

a. Option One for Opt-in policyholders is the same as Option B for Opt-out
policyholders.
b. Opt-in policyholders do not have the equivalent of opt-out Option A - pay the

approved rate and be downgraded to what that rate buys on an If Knew basis subject
to the GA floor. That is because the “approved rate” for Opt-in policyholders would
be the If Knew Premium, which would make Option A the same as Option D. The
Opt-in policyholder option most similar to Option A for Opt-out policyholders is
Opt-in Option Two, the Basic Policy Endorsement which, like Opt-out Option A,
might entail both premium increases and benefit reductions. Note, however, that
Option A does not exempt Opt-out policyholders from modifications in Phase Two,
while Opt-in policyholders who elect Option Two in Phase One will not face
additional rate increases or Benefit Reductions in Phase Two.

c. Opt-out policyholders do not have the equivalent of Opt-in Option Two, the Basic
Policy Endorsements (which is the Default Option for premium-paying Opt-in
policyholders) and enhanced Basic Policy Endorsements. The Basic Policy
Endorsements consist of specific Policy Modifications intended to provide
reasonable benefits and premiums that, if selected in Phase One, will be immune
from changes in Phase Two of the Plan. Opt-in policyholders making this election
will not face additional modifications in Phase Two of the Plan, except that they may
be required to pay full premium rather than Differential Premium if a Premium
Waiver becomes inactive.

d. Both Opt-in policyholders and Opt-out policyholders have an NFO option (Option
Three for Opt-in policyholders and Option C for Opt-out policyholders); however,
itis likely to be “richer” for Opt-in policyholders. For Opt-out policyholders, this is
the only option that ensures that they will not face potential premium rate increases
or benefit reductions in Phase Two.

e. Both groups have the same If Knew premium option — Option Four for Opt-in
policyholders and Option D for Opt out policyholders. Note that Option Four in
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Phase One for Opt-in policyholders is based on Phase One premium (the greater of
the current premium and the If Knew premium) while Option D for Opt-out
policyholders is based simply on if knew premium. However, they operate the same
way because Opt-out policyholders with premium at or above If Knew premium will
have no modifications, rate increases, or options. Thus, both Opt-in and Opt-out
policyholders already paying at least If Knew premiums will be exempt from
mandatory modifications. Although Opt-in policyholders with current premiums at
or above If Knew premiums (and who therefore are not required to elect

modifications under the Plan) can voluntarily select other options, Opt-out

Policyholders with premiums at or above If Knew Premium will not have that option.

They will simply retain their current premium and benefits.

f. For policyholders on premium waiver, the major difference is that Opt-out
policyholders will not be required to pay Differential Premium, while Opt-in
policyholders will be required to pay a Differential Premium if they elect to keep
their current benefits. However, if the waived premium for an Opt-out Policy is
below the If Knew level and the policy’s current MPV is greater than the GA limit,
the policy’s MBP will be reduced to the longer of (1) what can be supported by the
current premium (had it not been waived) on an If Knew basis, and (2) the MBP
required to make the MPV no less than the GA limit. If the current MPV is lower
than the GA limit, or if the waived premium is at or above the If Knew level, the
MBP will be left unchanged.

W.  DISCLAIMERS AND SOURCES OF INFORMATION

The discussion of the Rehabilitation Plan in this document describes how it is proposed to
be implemented by the Rehabilitator. If the Plan is modified by the Court or pursuant to subsequent

amendments proposed by the Rehabilitator, its implementation may differ materially from the
description herein.

The Plan includes information concerning SHIP’s history and current and projected financial
condition. This information was prepared based on information available to SHIP and the
Rehabilitator, including information provided by SHIP to the Rehabilitator or available in historical
public filings, and on actuarial projections that inherently include a degree of uncertainty. The
Rehabilitator has yet to conclude an investigation of all the reasons that led to the Company’s
distressed financial condition. Pursuant to her statutory ability to do so, the Rehabilitator has
delegated broad responsibility to the SDR and references in the Plan to the Rehabilitator should be
interpreted as including the SDR unless specified otherwise. The Rehabilitator and SHIP do not
make (and hereby disclaim) any warranty, express or implied, as to the accuracy or completeness of
the information contained in the Plan. In particular, events and forces beyond the control of the
Rehabilitator and SHIP may alter the assumptions upon which the disclosures in the Plan are based.
The Plan Document includes certain projections, but they cannot forecast and reflect fully any events
that may occur subsequent to the date hereof. Such events may have a material impact on the
information contained in the Plan Document and any recovery or benefits that may be received by
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